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BDO Seidman, LLP 99 Monroe Avenue NW, Suite 800
B DO Accountants and Consultants Grand Rapids, Michigan 49503-2654
@ Telephone: {616) 774-7000

]
Fax: (616) 776-3680

Independent Auditors’ Report

To the Members of the Executive Committee
Michigan Transit Pool - Direct Property Damage Trust Fund
Traverse City, Michigan

We have audited the accompanying financial statements of Michigan Transit Pool - Direct
Property Damage Trust Fund (Fund) as of and for the years ended November 30, 2005 and
2004, as listed in the table of contents. These financial statements are the responsibility of
the Fund’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Fund’s internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements present only the Direct Property Damage
Trust Fund of the Michigan Transit Pool and are not intended to present fairly the financial
position of the Michigan Transit Pool and the results of its operations and cash flows in
conformity with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Michigan Transit Pool - Direct Property Damage
Trust Fund as of November 30, 2005 and 2004, and the results of their operations and cash
flows for the years then ended in conformity with accounting principles generally accepted
in the United States of America.



Our audits were conducted for the purpose of forming an opinion on the financial
statements taken as a whole. The Claims Development Information on pages 17 and 18
and the supplemental material listed in the table of contents on pages 20 through 26 are
presented for the purpose of additional analysis and are not a required part of the financial
statements. Such information has been subjected to the auditing procedures applied in our
audits of the financial statements and, in our opinion, is fairly stated in all material respects
when considered in relation to the financial statements taken as a whole.

The schedules of Allocation Factors for the policy year December 1, 2004 through
November 30, 2005 on pages 28 through 31 and the Historical Data on pages 33 through
35 are not a required part of the financial statements. Such information has not been
subjected to the auditing procedures applied in our audits of the financial statements, but
was compiled from information that is the representation of management, without audit or
review. Accordingly, we do not express an opinion or any other form of assurance on such
supplemental material.

W dowom L0F

Grand Rapids, Michigan
March 17, 2006
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Michigan Transit Pool - Direct Property Damage
TrustF

Balance

November 30, 2005 2004

Assets
Cash $ 2476 $ 8,792
Investments at fair market value (Note 3) 1,049,452 665,207
Amount due from members 26,868 88,334
Deposit with claims administrator 15,517 2,100
Accrued interest income 4,560 2,753
Accrued excess premiums 15,430 300

Total Assets . 1,114,303 767,486

Liabilities and Net Assets

Liabilities
Accrued liabilities 38,245 18,495
Premiums paid in advance 522,246 257,933
Refund due to members 169,695 183,821
Reserves for claims (Note 5) - 8,000
Contingency reserve 84,901 81,712
Total Liabilities 815,087 549,961
Net Assets
Unrestricted 299,216 217,525
Total Liabilities and Net Assets $ 1,114303 § 767,486

See accompanying notes to financial statements.
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Statements of Revenues, Expenses and Changes in Ne
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Trus

amage

Year ended November 30, 2005 2004
Underwriting Revenues

Premium deposits $ 770214 § 673,889

Retrospective adjustments (142,827) (102,889)
Total Underwriting Revenues 627,387 571,000
Underwriting Expenses

Claims and claims adjustment expenses, net of recoveries:

Direct 25,951 48,182
Risk shared 67,589 36,933

Excess insurance premiums 400,349 375,433
Total Underwriting Expenses 493,889 460,548
Net Underwriting Results 133,498 110,452
Investment Income 17,011 8,826
Net Results 150,509 119,278
Administrative Expenses.

Financial services 21,245 18,494

Bank fees 3,140 2,246

Financial audit 35,936 14,169

Actuarial services 2,000 2,000
Total Administrative Expenses 62,321 36,909
Unrealized Loss on Investments (Note 3) (6,497) (6,488)
Excess of Revenues Over Expenses 81,691 75,881
Net Assets, beginning of year 217,525 141,644
Net Assets, end of year $ 299216 $ 217,525

See accompanying notes to financial statements.



Michigan Transit Pool - Direct Property Damag
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Year ended November 30, 2005 2004
Operating Activities
Cash received from premiums collected $ 839332 § 630,574
Cash received from investment income 15,204 8,591
Cash payment for claims, claims adjusting expenses and excess
insurance premiums, net of recoveries (517,019) (574,977)
Cash payments for administrative expenses (42,571) (38,905)
Net Cash Provided by Operating Activities 294,946 25,283
Investing Activities
Purchase of investments (442,640) (198,419)
Proceeds from sale of investments 50,000 75,000
Net Cash Used in Investing Activities (392,640) (123,419)
Capital and Related Financing Activities
Statutory surplus assessment 88,189 88,187
Contingency reserve 3,189 3,187
Net Cash Provided by Capital and Related Financing Activities 91,378 91,374
Net Decrease in Cash (6,316) (6,762)
Cash, beginning of year 8,792 15,554
Cash, end of year $ 2,476 $ 8,792
8



Year ended November 30,

2005 2004

Reconciliation of Excess of Revenues Over Expenses

to Net Cash Provided by Operating Activities
Excess of revenues over expenses
Adjustments to reconcile excess of revenues over

expenses to net cash provided by operating activities:

$ 81,691 § 75,881

Unrealized loss on investments 6,497 . 6,488
Statutory surplus assessment (88,189) (88,187)
Realized losses on sales of investments 1,899 2,492
Changes in operating assets and liabilities:
Amount due from members 61,466 78,414
Deposit with claims administrator (13,418) 18,844
Accrued interest income (1,807) (235)
Accrued excess premiums (15,130) (122,429)
Due from Liability Trust Fund - 3,852
Premiums paid in advance 264,313 (50,085)
Accrued liabilities 19,750 (1,996)
Refund due to members (14,126) 94,244
Reserves for reported claims (8,000) 8,000

Net Cash Provided bx OBerating Activities

$ 294,946 § 25,283

See accompanying notes to financial statements.
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Notes to Financial Stat

Organization
Michigan Transit Pool

The Michigan Transit Pool (Pool) was established by certain members on December 1,
1987, pursuant to the provisions of MCL Sections 124.1 et seq. The Pool consists of both
the Liability Trust Fund and the Direct Property Damage Trust Fund. The Liability Trust
Fund was organized to provide no-fault and general liability coverage to its members. As
described below, these financial statements present only the Direct Property Damage
Trust Fund of the Michigan Transit Pool. The Pool was established to provide vehicle
and general liability insurance or other coverage which the Board of Directors may
include in a loss protection program. In addition, the Pool serves to minimize the amount
and frequency of losses and to decrease the costs incurred by its members in handling and
litigating claims. Any eligible party joining the Pool must remain a member for a
minimum of three years. After the initial three-year commitment, a member may
withdraw from the Pool only at the end of any fiscal year by giving a six-month written
notice. New members may be allowed entry upon approval of the Board of Directors.
Additionally, the Pool maintains the right to cancel any member’s participation upon a
two-thirds vote of the entire Board of Directors.

Direct Property Damage Trust Fund

The Direct Property Damage Trust Fund (Fund) was organized to provide direct property
damage coverage (collision and comprehensive) to its members, effective March 1, 1990.

Annual underwriting premiums are designed to cover the fiscal year budget of the
program. The actual annual cost of the program is allocated to the members through
retrospective adjustments. Retrospective adjustments recorded represent an estimate of
the refund due to members as of November 30 based on claims incurred through
November 30 of the same year. Each member is responsible for all losses up to $10,000
per occurrence (the deductible amount), plus its allocation of risk shared claims, excess
insurance premium and administrative expenses, less its share of investment income.

Separate accounts are maintained for each member and underwriting results, investment

income, and administrative expenses are allocated to members in accordance with a cost
allocation plan.

10



Michigan Transit Pool - Direct Property Da
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'Notes to Financial State

The Fund provides direct property damage coverage to its members equivalent to “net
book values,” determined in accordance with the practices and procedures prescribed by
the Federal Transportation Administration.

The Fund requires members to make a contingency reserve deposit (equivalent to 25% of
first year premium deposits), which has been classified as a liability. During the years
ended November 30, 2005 and 2004, contributions of $3,189 and $3,187 were made to
the contingency reserve, respectively. The contingency reserve is established for potential
significant claims and to protect the Fund from member insolvency. Upon withdrawal,
and after final resolution of all claims during the membership period, members are
entitled to a return of their contingency reserve, as defined in the by-laws.

Beginning in 1999, all members are required to make an annual surplus contribution to
the Fund, which will remain in the Fund as required by the State of Michigan Office of
Financial and Insurance Services. Contributions for surplus equity have been classified
as additional premiums, not subject to the retrospective adjustment calculation. There is
no guarantee that a member will be entitled to a return of this contribution upon
withdrawal from the Fund. Member surplus contributions were $88,189 and $88,187
during the years ended November 30, 2005 and 2004, respectively.

Summary of Significant Accounting Policies
Basis of Presentation

The accompanying financial statements are presented in conformity with accounting
principles generally accepted in the United States of America for financial statements of
governmental entities and insurance enterprises, where applicable. The Fund has adopted
Governmental Accounting Standards Board Statement No. 34, Basic Financial
Statements — and Management’s Discussion and Analysis — Sfor State and Local
Governments.

The Fund reports under Governmental Accounting Standards Board Statement No. 10,
Accounting and Financial Reporting for Risk Financing and Related Insurance Issues
(GASB Statement No. 10). This statement generally requires the Fund to follow the
current accounting and financial reporting standards of a proprietary fund. Under GASB
Statement No. 10, the Fund is a component of a public entity risk pool.

11
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Summary of Significant Account Policies

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting, the Fund applies all Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles Board Opinions and Accounting
Research Bulletins issued on or before November 30, 1989, to the extent that they do not
conflict with GASB pronouncements. The Fund has elected not to apply FASB
statements issued after November 30, 1989.

Use of Estimates

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and reported
amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Investments

Investments are reported at fair market value, as determined by the Fund’s investment
manager. Unrealized gains or losses on investments are recognized in the statements of
revenues, expenses and changes in net assets.

Net Assets

Net assets represent the difference between assets and liabilities. Net assets are reported
as restricted when there are limitations imposed on their use either through legislation or
through external restrictions imposed by creditors, grantors, laws or regulations of other
governments.

Reserves for Claims

The Fund establishes reserves for claims based on estimates of the ultimate cost of claims
(including future claim adjustment expenses) that have been reported but not settled.
Based upon the Fund’s historical claims experience, no amounts were necessary to
provide for claims which have been incurred but not reported. Estimated amounts of

12



Michigan Transit Pool - Direct Property D:

salvage and subrogation and excess insurance and reinsurance recoverable on unpaid
claims are deducted from the liability for unpaid claims. Management’s estimate of claim
reserves is based on past loss experience and consideration of current claim trends as well
" as prevailing social, economic, and legal conditions. While management believes that
recorded reserves are reasonable and adequate, the ultimate settlement of claims may vary
significantly from the amounts previously provided.

Excess Insurance

The Fund uses excess insurance to reduce its exposure to individual comprehensive
claims in excess of $100,000 up to a maximum of $400,000 per vehicle. Any exposure
by location in excess of these limits would be the responsibility of the member. The
insurance policy permits the recovery of losses from the carrier in excess of $100,000, but
does not discharge the primary liability of the Fund as direct insurer of the risks insured.
The Fund does not report excess insured risks as expenses and/or liabilities unless it is
probable that those risks will not be covered by the carrier. During the years ended
November 30, 2005 and 2004, there were no amounts deducted from claim expense due
to excess insurance recoveries.

Underwriting Revenue

Underwriting revenue consists of premiums deposited in the current policy year, adjusted
for retrospective adjustments of the ultimate costs of the current and prior policy years.

Cash, Deposits and Investments

Deposits

Statutes require that certificates of deposit, savings accounts, depository accounts and
depository receipts are made with banks doing and having a place of business in the State
of Michigan and who are also members of a federal or national insurance corporation.

Custodial Credit Risk Related to Deposits

Custodial credit risk of deposits is the risk that in the event of a bank failure, the Fund’s
deposits might not be recovered. The Fund does not have a deposit policy for custodial
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credit risk. At November 30, 2005, the Fund’s bank balance was $2,476 of which no
amount was exposed to custodial credit risk.

Investments

Statutes authorize the Fund to invest in obligations of the U.S. Treasury, agencies and
instrumentalities, commercial paper rated at the time of purchase within the two highest
classifications established by not less than two standard rating services, bankers’
acceptances of U.S. banks, United States government or federal agency obligation
repurchase agreements, obligations of the State of Michigan or any of its political
subdivisions rated as investment grade by not less than one standard rating service and
mutual funds composed of the types of investment vehicles named previously.

Interest Rate Risk

Interest Rate Risk is the risk that changes in interest rates will adversely affect the fair
value of an investment. The Fund does not have an investment policy that limits
maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates. At November 30, 2005, the Fund had the following investments
and maturities:

Maturity
Less Than
Investment Type Fair Value 1 Year 1-5 Years
Mutual Funds $ 727,969 $ 727,969 $ -
U.S. Treasury Bonds 48,793 - 48,793
Corporate Bonds 198,061 - 198,061
Government Agencies 74,629 25,066 49,563
Total $ 1,049,452 $ 753,035 $ 296,417
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Credit Risk

Credit Risk is the risk that an issuer or other counter-party to an investment will not fulfill
its obligations. The Fund does not have an investment policy to mitigate credit risk. At
November 30, 2005, the Fund had the following credit ratings:

Credit

Exposure

as a Percent

of Total

Investment Type Rating Investments
U.S. Treasury Bonds AAA 4.6%

Corporate Bonds AA 4.8

Corporate Bonds AA+ 2.4

Corporate Bonds A 2.5

Corporate Bonds : A+ 9.2

Government Agencies AAA 7.1

Mutual Funds Not rated 694

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the Fund’s
investment in a single issuer. The Fund does not have an investment policy that limits the
amount that may be invested in any one issuer. Excluding U.S. government guaranteed,
mutual fund and pooled investments, no single investment exceeded 5% of total
investments at November 30, 2005.

Custodial Credit Risk

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to a transaction, the Fund will not be able to recover the value of investment
or collateral securities that are in the possession of an outside party. The value of the
Fund’s investments subject to custodial credit risk was $321,483 at November 30, 2005.
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4. Internal Revenue Service Status

The Internal Revenue Service has determined in its letter dated September 29, 1989 that
the Pool meets the requirements of Section 115 of the Internal Revenue Code and,
accordingly, is exempt from federal income tax.

5. Reserves for Claims

As discussed in Note 2, the Fund establishes a liability for reported insured events which
includes estimates of both future payments of losses and related claim adjustment
expenses, net of anticipated recoveries from the excess insurance carrier. The following
represents changes in the liability for the Fund during the years ended November 30, 2005

and 2004:
Year ended November 30, 2005 2004
Reserves for Claims, beginning of year $ 8,000 $ -
Incurred Claims and Claim Adjustment Expenses
Provision for insured events of the current year 98,729 89,638
Decrease in provisions for insured events of prior years (5,190) (4,523)
Total Incurred Claims and Claim Adjustment Expenses 93,539 85,115
Payments
Current year claims 98,729 81,638
Prior year claims 2,810 (4,523)
Total Payments , 101,539 77,115
Reserves for Claims, end of year S - $ 8,000

6. New Pronouncement

During 2005, the Fund adopted the provisions of Governmental Accounting Standards
Board Statement No. 40, Deposit and Investment Risk Disclosures.
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The following table illustrates how the Fund’s earned premiums (net of retrospective
adjustments) and investment income compare to related gross costs of loss (net of losses
assumed by excess insurers) and other expenses assumed by the Fund as of the end of
each of the past ten years. The rows of the table are defined as follows: (1) This line
shows the total of each policy year’s earned premiums and investment income. (2) This
line shows each fiscal year’s operating costs of the Fund including overhead. (3) This
line shows the Fund’s gross incurred claims, claims assumed by excess insurers and net
incurred claims (both paid and accrued) and loss adjustment expense as originally
reported at the end of the year in which the event that triggered coverage under the
contract occurred (policy year). (4) This section shows the cumulative net amounts paid
as of the end of successive years. (5) This line shows the latest re-estimated amount of
losses assumed by excess insurers for each year. (6) This section shows how each policy
year’s net incurred claims increased or decreased as of the end of successive years. This
annual re-estimation results from new information received on known claims,
reevaluation of existing information on known claims, as well as emergence of new
claims not previously known. (7) This line compares the latest re-estimated net incurred
claims amount (line 6) to the amount originally established (line 3) and shows whether
this latest estimate of claims cost is greater or less than originally thought. As data for
individual policy years mature, the correlation between original estimates and re-
estimated amounts is commonly used to evaluate the accuracy of incurred claims
currently recognized in less mature policy years. The columns of the table show data for
successive policy years.
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2005

2004

e

2003

1. Premiums earned and investment income:
Earned
Ceded

$ 644,398
400,349

$ 579,826
375,433

$ 511,691
361,917

Net earned
2. Other operating expenses

3. Estimated incurred claims and expense, end of
policy year:
Incurred
Ceded

244,049
62,321

98,729

204,393
39,909

89,638

149,774
38,201

Net incurred

4. Net paid claims (cumulative) as of:
End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

5. Re-estimated ceded claims and expenses

6. Re-estimated net incurred claims and expenses:
End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

7. Increase (decrease) in estimated net incurred claims
and expense from end of policy year

98,729

98,729

89,638

81,638
84,448

89,638
84,448

(5,190)

(4,523)
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2002 2001 2000 1999 1998 1997 1996

$ 477,612 § 335266 $ 222,481 $ 419,842 $ 280,434 $ 226,376 $ 151,982
236,379 165,719 171,085 126,997 133,004 89,358 103,470

241,233 169,547 51,396 292,845 147,430 137,018 48,512
30,285 28,998 23,700 19,189 11,613 10,868 12,186

226,750 180,648 115,727 274917 206,565 392,702 42,409
40,750 65,250 40,465 60,326 70,748 263,483 -

186,000 115,398 75,262 214,591 135,817 129,219 42,409

1,698 40,398 75,262 65,846 65,452 78,730 34,119
188,345 115,979 75,262 166,125 129,967 129,219 39,340
188,345 115,979 75,262 166,125 129,967 129,219 39,340
188,345 115,979 75,262 166,125 129,967 129,219 39,340

- 115,979 75,262 166,125 129,967 129,219 39,340
- - 75,262 166,125 129,967 129,219 39,340
- - - 166,125 129,967 129,219 39,340
- - - - 129,967 129,219 39,340
- - - - - 129,219 39,340
- - - - - - 39,340

40,750 47,300 40,465 138,941 65,958 263,483 -

186,000 115,398 75,262 214,591 135,817 129,219 42,409
188,345 115,979 75,262 166,125 129,967 129,219 39,340
188,345 115,979 75,262 166,125 129,967 129,219 39,340
188,345 115,979 75,262 166,125 129,967 129,219 39,340
- 115,979 75,262 166,125 129,967 129,219 39,340
- - 75,262 166,125 129,967 129,219 39,340
- - - 166,125 129,967 129,219 39,340
- - - - 129,967 129,219 39,340
- - - - - 129,219 39,340
- - - - - - 39,340

2,345 581 - (48,466) (5,850) - (3,069)
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